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2P ATTACHMENT) . ‘ i —nr

L PEMORANDUH FOR. _ THE VICE PRESIDENT R
THE SECRETARY OF STATE =~ .~
THE SECRETARY OF DEFENSE- =
THE SECRETARY OF AGRICULTURE . . . -
. THE SECRETARY OF COMMERCE = =~ == =
THE ATTORNEY GENERAL ST S
THE DIRECTOR, OFFICE OF MANAGEMENT '~
AND BUDGET
CHAIRMAN, COUNCIL OF ECONOMIC ADVISORS-
ASSISTANT TO THE PRESIDENT -FOR- ,
' NATIONAL SECURITY APPAIRS "~
(ASBISTANT TO THE PRESIDENT POR ~ .
- POLICY DEVELOPMENT- - - —— o omw s e e o
UNITED STATES TRADE REPRESENTATIVE S
DIRECTOR OF CENTRAL INTELLIGENCE '

SUBJECT Senior Interdepar tmental Group on Internatlonal
. m‘,<Econom1c Pollcy (SIG—IEP)

Attached piease find comments prepared’ by Commerce (:ecelved
at noon today) respecting negotiating scrategy discussions with

Europaans on- pipaline sanctxons for the ng IEP meetxng today at
“4:00. p a.ftf‘ T ) S , T

Da\ud E. Plckford
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. NEGOTIATING STRATEGY
DISCUSSIONS WITH EUROPEANS
ON PIPELINE smc'rmus

"Héhg’sjaggiaiagiﬁfarvreéoi&iné-thé sanctions impasse while

\.'ih&chi@viag Ouz objectives should be implemented in two steps:

el e 1 —e gy Clarification. Within the Administration, the
.1inlo6@8Ules of the IC on U.S.-Soviet relations as well as. the new . ...
+ -y information ganerated by CIA's SNIE on the Siberian pipeline

ooy 3hould be used to develop policy on the entire range of

L Gast-West economic issues. Fundamental elements of the -
i fdministration policy should include: . R =

~.r49ﬁﬁ*€l) raguesting U.8. banks to develop adequate loss reserves to
Soorts 0 coveg a Polish default (the Kasten Amendment requiring the
Prosidsnt to atop payment’ of CCC credits if private banks
o t3fuse to declare Poland in default was enacted as part of
. tha FY 1982 Supplemental Appropriations Act. The President .
: -..tan continue to make payments, but he must certify to :
Congross that to do so is in the national security
intezests ot the U.S.); : '

L adopting a claar policy regarding licensing of o0il and.gas
eguipment and technology to the USSR which would be S
inplemsntad even if the situation in Poland improves;

Ceosaunicating, on the basis of naw information, to =
. Euzopeans, our strong sscurity and moxal objections to the
‘Pipeling as a prelude to insisting on limiting the pipeline

T to-ens strand; and [

e e

- e PP SN

| “making clear to.our Allies that:

= e intend to enforce our regulations and may escalate™™
__ the panalties if violations continue to occur, and -0

V'fvahy aﬁbﬂtit&té pééﬁage,of-saﬁctions'will have to méet?fj'f

- the twin criteria of effectiveness (e.qg. restraining
- B0¥40t_hard.currency.eaznings.and.economic- leverage

- Over the West) and equity in burdensharing. - o
A '“”f;;g¢jk Cldaaifi@d"by:QML.J; Bfégzﬂfi
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Tl ’ . -
edkep 11 -~ MNagoriations With Allies,
FluRppreciate ense aextent to which the U.S8,is prepared to go to

Ry @REorce’ Presidential decisions on oil and gas sanctions.

sz Zhezefore, U.8. nagotiators are in a strong position to achieve
i Gomathing meaningful in the EBast-West trade area, especially if

i+ |~ w8 demonstrate flexibility on the sanctions.

3
3
§ The Eurcpeans now

-.3<§$@@ckaga of sanctions: o

RN 245 LN . . S : S
el She_Buropsans would agree to: . .

;5@ f’hmmcy“pu$Chasa’of»natural gas from Urengoy pipeline to
a minimum levels (30.BCM/yr.); : o .
- Public assurances not to participate in any manner in

conatruction or purchase of gas from a segcond pipeline
gtrand; : : , ,

Aloption at chobez COCOM meeting of no-exceptions policy

g and gas eguipment, (e.g. drilling/workover rigs capable
.ow .. below 13,000 feet, high pressure valves/blow-out :

. preventors/Christmas trees, logging equipment, pipeline
contcola atc.); : : g

Lo trade with the East with view
ST COCOU a3 a traaty organization
: a COCOMN secratariat,
- the institution);

toward the formalization of
(would inclide establiching
increasing the budget and modernizing

Pitie - Atcept a3 a pricrity mattai thé'méjor-U.Sé'proposals how
b e PONGING in COCOM for revision_ of the control: list; ..

Lewio ® 0 Upgrading of an Economic Committee within NATO to regularly
; P review atrategic considerations relating to East-~West
f~wwnwe~w~»»~tfﬁﬁﬁvm(e.g.TsubaidizationéofVSDViat;eCQnomyvincluding

L leval of credits,

.® A phasad in termination of. .all .government guaranteed and
- subsidized Cradits- to the USSR (a-variant of- this approach
might ba immadiate termination of such: credits for the
. ;m035a?a.ninamdaﬁanse;priority-industrias).‘““. S

%»3ha-£0llowing could be the elements in ‘an’ acdeptable substitute

on o1l and gas technology and a naryow -list of critical-ofl . ..

The.negotiation of a set of rules to guide Alliance members -

possible default of Poland, GDR etc.); and
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E@a U.S. would agree to: i

f_ .A  Terminate the temporary denial orders ang s8top the é
sadl T T investigations now underway against the three European :
B £irma3 (Crousot-Loire, Nuovo Pignone, and John Brown i
) ‘Enginaering, and the one European U.S. subsidiary, i

b Drgasaer~Prance); - it

: . e : o

Allow £igms with contracts signed before December 13, 1981, g

o0 honor much contracts (In the event that the USSR meets B

the thre@ NATO Council conditions for the lifting of i

sanctions, oll and gas contracts signed after December 13, g

1981 could be filled. The Alliance could also offer Poland i

& packags of technical and financial assistance.); &4

Push forward an Administration plan on energy alternatives
to Siberian gas; . o : : '

Place otrong emphasis and Presidential prestige on .
implamencation of ‘U.S: Middle Bast peace initiative.,
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CAMERON IRON WORKS

I
i
i
&-@gmazon Iton Works, Inc. is a Houston based international steel
bk Sompany, engaged in the design, manufacture and marketing of a broad
- ganga 0f oil tools, ball valves, and forged steel products., - -

oy i Dpproximataely 703 of their sales involve surface control equipment
w1 for the drilling and producing of oil gas wells, Cameron and its

gé%ﬁiﬁ@ﬁbSidiﬂ!i@@ have melting and forging facilities in the U.S. and

TG

1t Beotland, and major oil tool manufacturing plants in Scotlangd,
Bnyland, ¥rancas, Germany, Singapore, Mexico, Argentina, Venezuela
8nd Canada. - : ' _ _ _ ,

—

v 3n March 1982, Camezon's German subsidiary obtained Soviet orders
© 1 £or oil and gas well drilling and production control eguipment
h o Gotalling apyroximately $100 million.  The company maintains that
;. .pone of it was destined for the Soviet Union to Western Europe
Pipalina. ' ' S :

A S N T ST

| -;E*L %hs Preaident’'s June sanction ‘orders prohibits the export of oil and

- i 983 eqguipmant by U.S.-owned foreign subsidiaries. Cameron's

i gubsidiary now finda itself in an extremely difficult position for
Ci Bultiple reasaons: ‘ - .. T .

o5 o e e

ATI Cief e

© . .3e It will lose $100 million in sales if the contract .is e
D - canealled.,  Machinoimport/USSR has informed Cameron's
-@ubaldiary that it expected a reply-by September 17, 1982, ~
©7 on whathsr shipments would start in July 1982, as specified
- undsr contract, . 3 T PR : >

2. It £aca3'sﬁbstantial canééllation'penalties totalling
T TTappioximately $8 million. LT ‘

B 3. Under ths contract between Machinoimport /USSR and Camercn's '

e subaidiary, the USSR can seekx arbitration in Swedish’

PR courts,. -In addition to damages, Swedish law also provides
e - - £0F specific performance. The subsidiary will thus be L
o1 o+ faced with not only substantial cancellation penalties, but

CL .- Wwill most probably be forced to provide the equipment for -
Which it has contracted, o ' - -

‘other consequential and

.8 _ Camsron's subsidiary may face

ooorpunitive damages by its subcontractors in France and.
. “0srmany,. who were -to supply paits and services for the
e ... CONnRracted equipmenti .. o '

: vﬁﬂf 5. it has already invested approximately $15-20 millicn for

e - production of the contracted eguipment. If it cannot ship,
St e o d® Will be left with_excess . inventories.which.cannot-be. ...
N . . toadily sold due to lack of demand, as well as wide

_availability of the equipment from-alternate suppliers.
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- B .

1t 43 under stronyg pressure from the German Government to

honor its current contract obligations.

7. The market for Cameron's products is highly competitive;
they have worldwide competitors who are neither owned nor
licensed by U.S. companies,

8. Currantly, they have no procedures whereby they can appeal
. theizr case with the U.S. Government, :

%%&though Camsron's dilemma is representative of similar problems

i gonfronting sevaral U.S. companies, there is a particular urgency

i@tteandant on thair situation. Their German subsidiary has been
159%8d by Maehinoimport to respond this week with a declaration as to
iwhather or not they will fulfill the terms of the contract.
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BUROPEAN

"BUDSINIARY
8ansor, B.V.

FMC Europe
{Franca)

Gorman
Bubsidiary

{Nethaerlands)

POTELLIAL BXCTPTIONS
EQUIPMENT YALUR
Geophones & = $800,000
Cables '
Spare parts -
cil field $800,000
equipment

oil and gas :
drilling and $100M
production T
control

‘@equipment

U I -
'Hekived from public commants received
:ﬂ@@@r&) Register notice of sanctions.
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